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The federal government supports the charitable sector by providing charitable organizations and Senior Specialist in
donors with favorable tax treatment. Individuals itemizing deductions may claim a tax deduction Economic Policy
for charitable contributions. Estates can make charitable bequests. Corporations can deduct
charitable contributions before computing income taxes. Further, earnings on funds held by
charitable organizations and used for a related charitable purpose are exempt from tax. In
FY2019, projected tax subsidies for charities, not including the value of the tax exemption on
earnings of charities or the estate tax deduction, totaled $51.8 billion. If investment income of
nonprofits were taxed at the 35% corporate tax rate in 2015, revenue collected is estimated at Molly F. Sherlock

$26.7 billion (this amount excludes religious organizations). The cost of deducting bequests on Specialist in Public Finance
estates is estimated at $4 billion to $5 billion.

September 19, 2019

Donald J. Marples
Specialist in Public Finance

Charitable organizations include both operating charities (including religious institutions) and

organizations that tend to hold assets and make grants to operating charities, most notably private

foundations, but also donor-advised funds (DAFs) and supporting organizations. The tax code treats different types of
organizations differently. For example, foundations and certain supporting organizations have minimum payout
requirements, while DAFs do not. Limits on charitable giving also differ across gifts to different types of organizations.

Changes in the tax revision enacted in late 2017, popularly known as the Tax Cut and Jobs Act (TCJA; P.L. 115-97), while
not generally aimed at charitable deductions, reduced the scope of the tax benefit for charitable giving. A higher standard
deduction and the limit on the deduction for state and local taxes caused more individuals to take the standard deduction, as
opposed to itemizing deductions. As a result, many individuals who were able to deduct charitable contributions no longer
claim this itemized deduction. Other changes exempted more estates from the estate tax, eliminating the benefit of deducting
charitable contributions in these cases. Concerns have arisen that these changes are expected to lead to a reduction in
charitable contributions.

In 2018, charitable contributions were estimated at $427.7 billion, or 2.1% of gross domestic product (GDP). Charitable gifts
come from four sources: individual contributions (accounting for 68%), foundations (accounting for 18%), bequests
(accounting for 9%), and corporations (accounting for 5%). In 2018, estimates suggest approximately 54% of individual
contributions are expected to have received a tax subsidy.

Comparing giving levels in 2017 and 2018 provides some insight into the possible impacts of the 2017 tax revision on
charitable giving and the charitable sector. Compared to 2017, 2018 contributions from individuals and bequests declined as
a percentage of GDP (by 6% and 5%, respectively), while corporate contributions were virtually unchanged and foundation
contributions rose by 2%. In 2017, an estimated 80% of individual contributions benefited from the tax subsidy for itemized
deductions. Surveying the literature can also provide some insight regarding the effect of tax subsidies on charitable giving.
Based on statistical estimates of the responsiveness of individual giving to tax subsidies, a decrease in individual giving of
around 3% to 4% might be expected from the 2017 tax revision. Limitations in the data make the effect on estates difficult to
estimate, but it could be a decrease of up to 8%; the small share of bequests in total giving, however, would lead even that
effect to reduce overall charitable giving by less than 1%.

A number of policy options could be considered with respect to the tax treatment of charitable giving or the tax treatment of
charitable entities. The charitable deduction could be modified in ways that could extend charitable giving incentives to
taxpayers not itemizing deductions, or with the intent of making charitable giving tax incentives more effective (inducing
more giving for each dollar of lost federal tax revenue). There are also options related to the type of treatment of certain types
of gifts, such as appreciated property or charitable miles driven. Some proposals have also been made to address concerns
about aspects of certain charitable organizations, such as payouts by DAFs and university endowments. Some proposals
would reverse certain changes made by the 2017 tax revision to the unrelated business income tax (UBIT) or impose
administrative reforms.
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Introduction

The federal government supports the charitable sector by providing charitable organizations and
donors with favorable tax treatment. A primary source of support is allowing a tax deduction for
charitable contributions made by individuals who itemize deductions, by estates, and by
corporations. For charitable organizations, earnings on funds held by such organizations are
exempt from the federal income tax.

The tax revision enacted in late 2017, popularly known as the Tax Cuts and Jobs Act (P.L. 115-
97), made some temporary changes that, while not specifically aimed at charitable deductions,
reduced the scope of the tax benefit for charitable giving. These changes have caused more
individuals to take the standard deduction, rather than itemizing deductions, and exempted more
estates from the estate tax, eliminating the benefit of deducting charitable contributions in these
cases. These changes are expected to lead to a reduction in charitable giving. There were other
more minor changes, some enhancing the charitable deduction and some imposing more taxes on
charitable organizations.

The report begins with a description of the charitable sector and tax provisions affecting the
sector. The following sections discuss the magnitude of charitable deductions, including sources
and beneficiaries, with historical data. The report then discusses the incentive effects of the
deductions and the consequences for charitable giving, including potential effects of the 2017 tax
revision. The report concludes with a discussion of policy options.

The Charitable Sector

Definitions and Overview

The focus of this report is the charitable sector. Charities are one type of tax-exempt
organization. Specifically, they are organizations with 501(c)(3) public charity status.® As
illustrated in Figure 1, most 501(c) organizations are 501(c)(3) “religious, charitable, and similar
organizations.” Charitable organizations fall within the broader nonprofit sector. In public policy
discussions, the term nonprofit sector is often intended to include all organizations with federal
tax-exempt status.?

The Internal Revenue Code (IRC) describes approximately 30 types of tax-exempt organizations.
Other types of tax-exempt organizations, in addition to charities, include social welfare
organizations, labor unions, trade associations, chambers of commerce, fraternal societies, and

LIRC §501(c)(3) describes organizations “organized and operated exclusively for religious, charitable, scientific,
testing for public safety, literary, or educational purposes, or to foster national or international amateur sports
competition ... or for the prevention of cruelty to children or animals.” Among other requirements, “no part of the net
earnings of” the organization may “inure to the benefit of any private shareholder or individual.” In the United States,
501(c)(3) organizations are commonly understood to comprise the charitable sector.

2 While the terms tax-exempt organization and nonprofit organization are often used interchangeably, it might not be
appropriate in certain contexts. The term tax-exempt organization refers to organizations with federal tax-exempt
status. The term nonprofit organization is often used to refer to an entity that is not intended to be a profit-making
corporation. The term can be more precisely understood to mean an entity organized under the laws of a state, with its
status and privileges determined under state law. Because the qualifications for nonprofit status vary among states, it is
possible for the term nonprofit organization to be broader than, narrower than, or identical to the term tax-exempt
organization. For a nonprofit organization to be exempt from federal income taxes, it must meet the statutory
requirements found in the Internal Revenue Code and usually must file an application with the IRS. Some
organizations, including small 501(c)(3) organizations and qualifying religious organizations, are exempt from the
application requirement.
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political organizations. Within the nonprofit tax-exempt sector, the bulk of organizations are
exempt from tax under IRC Section 501(c)(3) (they are “religious, charitable, or similar
organizations”). Most of the tax-exempt sector’s financial activity also takes place in 501(c)(3)
organizations.

Figure |.Tax-Exempt Organizations by Type, 2018

Millions
Nonexempt Charitable
Trusts/Split-Interest Trusts 115,778

Section 52?' 37 449
Political Organizations !

501(d) Religious and 216
Apostolic Associations
Section 501 b . . . .. e
echon I:C]’_ Y Religious, charitable, and similar organizations
Subsection
0 0.4 0.8 1.2 1.6 2.0
Veterans' organizations sa78) Fraternal beneficiary societies
Other Business leagues
Labor and agriculture organizations G Social welfare organizations
=.102l5 Social and recreation clubs Religious, charitable, and similar organizations

Source: Internal Revenue Service, IRS Data Book Table 25, at https://www.irs.gov/statistics/soi-tax-stats-tax-
exempt-organizations-and-nonexempt-charitable-trusts-irs-data-book-table-25.

Notes: Religious, charitable, and similar organizations are exempt from federal income tax under IRC
§501(c)(3). The “Religious, charitable, and similar organizations” category includes private foundations. Social
welfare organizations are exempt under IRC §501(c)(4). Labor and agriculture organizations are exempt under
§501(c)(5). Business leagues are exempt under §501(c)(6). Social and recreation clubs are exempt under

§501(c)(7). Fraternal beneficiary societies are exempt under §501(c)(8). Veterans’ organizations are exempt
under §501(c)(19).

Every 501(c)(3) organization is classified as either a “public charity” or “private foundation.”
Public charities have broad public support and tend to provide charitable services directly to the
intended beneficiaries. Private foundations often are tightly controlled, receive significant
portions of their funds from a small number of donors or a single source, and make grants to other
organizations rather than directly carry out charitable activities. 501(c)(3) organizations are
presumed to be private foundations unless they qualify for public charity status based on support
and control tests.
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IRS Filing Requirements for 501(c)(3) Charities and Foundations

In 2015, there were 1,088,447 registered 501(c)(3) public charities.® Of this total, 314,744 were
reporting public charities, and filed a Form 990.* Form 990 collects information about the
organization’s finances, assets, and activities. Organizations with gross receipts of $50,000 or
more are generally required to file a Form 990 or Form 990-EZ. Private foundations file a Form
990-PF. Smaller organizations are not required to file an annual return, but may be required to file
an annual electronic notice, the “e-postcard.”® Churches and other qualifying religious
organizations are exempt from the annual information-reporting requirements.® The informational
returns (i.e., Form 990s) of exempt organizations are public, unlike individual and corporate
income tax returns.’

In addition to the information return, there are situations when tax-exempt organizations must file
an income tax return. For example, tax-exempt organizations are subject to tax on income from
business activities unrelated to their exempt purpose.® Organizations subject to this tax, known as
the unrelated business income tax (UBIT), must file a tax return using the Form 990-T. Two
recent changes to UBIT became effective in 2018 (see the shaded box “UBIT Changes for 2018
below). Additionally, tax-exempt organizations must generally pay the same employment taxes
(i.e., withhold income and payroll taxes of their employees) as for-profit employers. Finally, an
organization’s activities might require it to file other returns, such as an excise tax return.

3 Brice S. McKeever, The Nonprofit Sector in Brief, 2018, Urban Institute: National Center for Charitable Statistics,
December 13, 2018, at https://nccs.urban.org/publication/nonprofit-sector-brief-2018#the-nonprofit-sector-in-brief-
2018-public-charites-giving-and-volunteering. This group does not include organizations that had their tax-exempt
status revoked for failing to file a return for three consecutive years. The Pension Protection Act of 2006 (P.L. 109-280)
added automatic revocation of tax-exempt status for organizations that repeatedly fail to file information returns.

Before P.L. 109-280, small tax-exempt organizations were exempt from filing altogether. A goal of requiring
information returns from all organizations was to identify active organizations, as it was unclear how many registered
organizations had ceased operations.

4 Brice S. McKeever, The Nonprofit Sector in Brief, 2018, Urban Institute: National Center for Charitable Statistics,
December 13, 2018, at https://nccs.urban.org/publication/nonprofit-sector-brief-2018#the-nonprofit-sector-in-brief-
2018-public-charites-giving-and-volunteering.

5 The “e-postcard,” also called the Form 990-N, requires eight pieces of information: (1) the employer identification
number (EIN) or taxpayer information number (TIN); (2) the tax year; (3) legal name and mailing address; (4) other
names used by the organization; (5) name and address of the principal officer; (6) web address (if applicable); (7)
confirmation that gross receipts are $50,000 or less; and (8) if applicable, a statement that the organization has or
intends to terminate operations.

6 For more information on organizations not required to file a Form 990, see Internal Revenue Service, Instructions for
Form 990 Return of Organization Exempt From Income Tax (2018), at https://www.irs.gov/instructions/i990.

" Some information, such as the names and addresses of contributors to organizations other than a private foundation, is
not subject to public disclosure.

8 For example, if an exempt organization operates a bakery in a commercial district, where business activity is regularly
carried on, the income from this bakery may be considered unrelated business taxable income (UBTI). Specifically,
income from this type of activity is UBTI if it is substantially unrelated to the exempt organization’s exempt purpose.
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UBIT Changes Effective for 2018

The 2017 tax revision (P.L. | 15-97), commonly called the Tax Cuts and Jobs Act (TCJA), made two permanent
changes to UBIT. Both changes were effective for the 2018 tax year.

e Tax-exempt organizations are required to compute unrelated trade or business income for
each trade or business separately. The rules were designed to prevent losses from one unrelated trade
or business from offsetting income from another unrelated trade or business. Net operating loss (NOL)
deductions and carryovers are permitted, but only within each specific trade or business. This treatment
differs from for-profit businesses, as for-profits can generally aggregate income and expenses across different
trades or businesses.

e Unrelated business taxable income increased by amount of certain fringe benefit expenses. For
for-profit businesses, the TCJA disallows deductions for certain fringe benefits, including transportation-
related benefits and parking benefits. Since for-profit businesses are no longer allowed to deduct these
expenses as a result of other changes in the TCJA, in an effort to create parity, tax-exempt organizations are
required to add the value of these fringe benefits provided to employees to their unrelated business taxable
income. Increasing unrelated business taxable income by the amount of fringe benefits effectively requires
tax-exempt entities to pay the corporate tax rate of 21% on the value of these benefits as provided. For
some organizations that did not previously file Form 990s, particularly churches, this change could require
that information returns be filed.

Current Tax Treatment

Federal statute includes multiple tax preferences for nonprofit and charitable organizations.
Donations to charitable organizations may be tax deductible, which subsidizes charitable giving.
Additionally, nonprofit and charitable organizations are generally exempt from tax on most
income, including investment income.

Some of the tax benefits are considered “tax expenditures” by the Joint Committee on Taxation
(JCT), meaning the JCT provides an estimate of the amount of forgone revenue associated with
the provision.® Other tax benefits confer financial benefits to the sector, although the value of
those benefits is not regularly estimated by the JCT.

In addition to the federal tax benefits discussed here, there may also be state and local tax benefits
associated with nonprofit or charitable status. For example, in addition to income tax benefits that
mirror federal income tax benefits, state and local governments may provide property or sales tax
exemptions.

The Tax Deduction for Charitable Contributions

The primary tax expenditure for charities is the charitable deduction.’® Individual taxpayers who
itemize their deductions can—subject to certain limitations—deduct charitable donations to

9 Tax expenditures are revenue losses resulting from tax provisions that grant special tax relief designed to encourage
certain kinds of behavior or aid taxpayers in special circumstances.

10 To be deductible as a charitable contribution, the gift must generally meet the following requirements. First, the gift
must be made to a qualifying organization. Second, the gift must be made without the expectation of a benefit in return.
Third, the donor is generally required to transfer their entire interest in the contributed property. Forth, a deduction can
be claimed only for gifts of money and property—services are not deductible (because the value of forgone earnings is
not included in income, which is equivalent to a deduction for the value of labor). There are a number of substantiation
and recordkeeping requirements associated with the charitable deduction.
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qualifying organizations.!! The JCT estimated that in 2019, approximately 13% of taxpayers will
itemize deductions.’? Corporations may also be able to deduct charitable contributions.

Organizations qualified to receive tax-deductible charitable contributions include public charities
and private foundations; federal, state, or local governments; and other less common types of
qualifying organizations.'®* Contributions to civic leagues, labor unions, most foreign
organizations, lobbying organizations, political contributions, and contributions directly made to
individuals are not deductible as charitable contributions.

There are limits on the deduction for charitable contributions for both individuals and
corporations. For individuals, the deduction for gifts of cash or short-term capital gain property
given to a public charity; private operating foundation; or federal, state, or local government is
60% of the taxpayer’s adjusted gross income (AGI) (these limitations are summarized in Table
1).1 Gifts of cash or short-term capital gain property to private nonoperating foundations or
certain other qualifying organizations are generally limited to 30% of AGL

Table I. Limitations on Individual Charitable Contributions

Valuation Rules Limitation
Type of Donation Recipient for Property

Public charity; private operating foundation; Basis of the property  60% of AGI2
Cash or short-term federal, state, local government
capital gain property

Private nonoperating foundation; otherb Basis of the property  30% of AGI
) Public charity; private operating foundation; Fair market value 30% of AGI
Long-term capital federal, state, local government
gain property
Private nonoperating foundation; other2 Basis of the property  20% of AGI

Source: Internal Revenue Code (IRC) §170.
Note: These are general rules, and there are exceptions.
a. Temporarily increased from 50% to 60% through 2025.

b. Includes qualifying contributions to veterans organizations, fraternal societies, and nonprofit cemeteries.
Not all nonoperating foundations are subject to the 30% limit.

The contribution of appreciated assets has particularly beneficial treatment, as the value of most
appreciated assets can be deducted without including the capital gains in income that would be
subject to tax. Thus, gifts of appreciated property are generally subject to lower deduction limits.
Donations of long-term capital gain property to public charities; private operating foundations; or
federal, state, or local government are limited to 30% of AGI, while contributions to private
nonoperating foundations or certain other qualifying organizations are generally limited to 20%
of AGI. Individuals are allowed to carry forward charitable contributions that exceed the
percentage limits for up to five years.

Corporate charitable contributions are generally limited to 10% of a corporation’s taxable
income. For a corporation, transfer of property to a charity might qualify as a deductible
charitable contribution or a deductible business expense, but cannot be both. Like individuals,

1 For more on how individuals claim a deduction for charitable contributions, and the rules associated with claiming
the deduction, see IRS Publication 526, Charitable Contributions, March 12, 2019, at https://www.irs.gov/forms-pubs/
about-publication-526.

12 Joint Committee on Taxation, Overview of the Federal Tax System as in Effect for 2019, JCX-9-19, March 20, 2019.
13 Less common organizations are veterans’ organizations, domestic fraternal societies, and cemetery companies.
14 p L. 115-97 temporarily increased this limit from 50% to 60% from 2018 through 2025.
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corporations are allowed to carry forward charitable contributions that exceed the percentage
limits for up to five years.

Valuation Rules for Charitable Contributions

There are several rules related to the valuation of charitable contributions (also summarized in
Table 1). For cash contributions, the value is simply the amount donated. However, when
property is donated, the charitable deduction may be limited to the fair market value of the
property, the taxpayer’s tax basis in the property, or some other amount. Generally, as noted
above, taxpayers can deduct the full fair market value of long-term capital gain property.
Taxpayers may also be able to deduct the full fair market value of tangible personal property
donated to a charity whose use of the property is related to their tax-exempt purpose.

In some cases, the amount that can be deducted is limited to the donor’s tax basis in the property.
Specifically, deductions for contributions of property may be limited to basis for contributions of
inventory or short-term capital gain property, contributions of tangible personal property that are
used by a recipient organization for a purpose unrelated to the recipient’s exempt purpose, or
contributions to private foundations (other than certain private operating foundations).™
Donations of appreciated stock to private nonoperating foundations are not subject to this limit,
and may be deducted using fair market value. Contributions of patents or other intellectual
property may also be limited to the donor’s basis in the property. Deductions are generally limited
to the fair market value of the donated property, if the fair market value is less than the tax basis.

Special Rules for Certain Types of Contributions

There are a number of special rules related to donations of certain types of property, not all of
which are discussed here. Special rules provide an enhanced deduction for C corporations
contributing inventory to 501(c)(3) organizations for the care of the ill, the needy, or infants.
There is also an enhanced deduction for businesses’ contributions of food inventory.*® There are
special rules associated with donations of vehicles,'’ intellectual property,'® and clothing and
household items.'® Another special provision allows for tax-free distributions from individual
retirement accounts (IRAs) for charitable purposes.?’ The IRA distribution provision is especially

15 Short-term capital gain property is a property that, if sold at its fair market value on the day it was donated, would
have generated a short-term capital gain. Short-term capital gains are realized when an asset has been held for less than
12 months.

16 This provision was enacted in the Katrina Emergency Tax Relief Act of 2005 (P.L. 109-73), extended multiple times
as part of “tax extenders,” and made permanent in the Protecting Americans from Tax Hikes Act of 2015, enacted as
Division Q in the Consolidated Appropriations Act, 2016 (P.L. 114-113). See CRS Report R43517, Recently Expired
Charitable Tax Provisions (“Tax Extenders”): In Brief, by Jane G. Gravelle and Molly F. Sherlock.

7 If a recipient charity sells the donated vehicle, a donor’s deduction is generally limited to the gross proceeds from the
sale. A deduction may be claimed at fair market value if the charity uses the vehicle or gives (or sells at a significant
discount) the vehicle to a needy individual. See IRS Publication 4303, 4 Donor’s Guide to Vehicle Donations, at
https://www.irs.gov/pub/irs-pdf/p4303.pdf; and IRS Publication 4302, A Charity’s Guide to Vehicle Donations, at
https://www.irs.gov/pub/irs-pdf/p4302.pdf.

18 While contributions of patents and intellectual property are generally limited to a taxpayer’s basis at the time of the
contribution, additional deductions may be claimed for income allocable to the intellectual property.

19 Clothing and household items are required to be in good used or better condition for a charitable deduction to be
claimed.

20 This provision was enacted in the Pension Protection Act of 2006 (P.L. 109-280), extended multiple times as part of
“tax extenders,” and made permanent in the Protecting Americans from Tax Hikes Act of 2015, enacted as Division Q
in the Consolidated Appropriations Act, 2016 (P.L. 114-113). See CRS Report R43517, Recently Expired Charitable
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beneficial to nonitemizers because it excludes the distribution from income, which is equivalent
to receiving the distribution and making a charitable deduction.

Generally, a charitable deduction can be claimed only if the donor transfers their full interest in
the property to a qualified recipient organization. This partial interest rule generally prohibits
charitable deductions for contributions of income interests, remainder interest, or rights to use
property. There is an exception to the partial interest rule for conservation contributions.
Conservation contributions allow for charitable donations of conservation easements, where land,
natural habitats, open space, or historically important sites are protected from development
without the owner having to give up ownership of the property. Additionally, special rules
increase the limit for appreciated property contributed for conservation purposes to 50% of AGI
for individuals.?! For farmers and ranchers, including individuals and corporations that are not
publicly traded, the limit is increased to 100% of income. Conservation contributions that exceed
the 50% or 100% of income giving limits can be carried forward for 15 years, instead of the usual
5 years.

Individuals can take a deduction for donations of property in the future with rights to the income
stream for themselves or others, through a charitable remainder trust. In a charitable remainder
trust, assets are transferred to a trust and a deduction taken for the present value of the future
donation. The donor or other designated individual can receive a stream of income from the trust,
for example, until death. Appreciated assets can be donated to the trust, which is tax exempt and
pays no tax on the gain from the sale of assets.

Recent Changes to Charitable Giving Tax Incentives

Due to the 2017 tax revision (TCJA), the tax expenditure associated with the charitable deduction
has fallen. Under TCJA, however, there were limited direct changes in tax policies affecting
charities. The one change to the charitable deduction expanded the deduction, raising the AGI
limit for individual cash contributions to public charities from 50% to 60% through 2025.
However, other changes that reduced the number of itemizers, such as the expanded standard
deduction and the limit on state and local tax deductions, reduced the number of itemizers and
reduced the marginal incentive to give to charity for many taxpayers.?

At times, Congress had passed legislation eliminating the percentage of AGI limit for charitable
contributions made for disaster relief purposes. Recently, the Disaster Tax Relief and Airport and
Airway Extension Act of 2017 (P.L. 115-63) eliminated the limit for charitable contributions of
cash for Hurricane Harvey, Irma, or Maria disaster relief. The Bipartisan Budget Act of 2018 (P.L.
115-123) eliminated the limit for charitable contributions of cash associated with the 2017
California wildfires.?®

Tax Provisions (“Tax Extenders”): In Brief, by Jane G. Gravelle and Molly F. Sherlock; and CRS Report RS22766,
Qualified Charitable Distributions from Individual Retirement Accounts: Features and Legislative History, by John J.
Topoleski and Gary Sidor.

2L This provision was enacted in the Pension Protection Act of 2006 (P.L. 109-280), extended multiple times as part of
“tax extenders,” and made permanent in the Protecting Americans from Tax Hikes Act of 2015, enacted as Division Q
in the Consolidated Appropriations Act, 2016 (P.L. 114-113). See CRS Report R43517, Recently Expired Charitable
Tax Provisions (“Tax Extenders”): In Brief, by Jane G. Gravelle and Molly F. Sherlock.

22 For more on the $10,000 limit on state and local tax deductions, see CRS In Focus IF11098, 2019 Tax Filing Season
(2018 Tax Year): The State and Local Tax Deduction, by Grant A. Driessen and Joseph S. Hughes.

2 For additional background on tax incentives for charitable giving to support disaster relief, see CRS Report R45864,
Tax Policy and Disaster Recovery, by Molly F. Sherlock and Jennifer Teefy.
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Charitable Tax Expenditures

JCT’s tax expenditure budget includes several charitable tax expenditures: the deduction for
charitable giving, tax expenditures for certain tax-exempt bonds, and the exclusion for ministers
housing allowance. The JCT provides charitable deduction tax expenditure estimates separately
for contributions to 501(c)(3) educational institutions and health organizations. In FY2019, the
tax expenditure for charitable deductions associated with giving to organizations other than
education institutions or health organizations was $32.6 billion, while the tax expenditures for
giving to educational institutions and health organizations were $8.2 billion and $4.3 billion,
respectively (see Table 2).

Table 2. Charitable Tax Expenditures, FY2019

(in billions of dollars)

Provision Individual Corporate Total
Deduction for Charitable Contributions (total) 40.9 4.2 45.1
Educational Institutions 7.2 1.0 8.2
Health Organizations 3.2 1.1 4.3
Other than Education and Health 30.5 2.1 326
Tax-Exempt Bonds (total for educational facilities and hospitals) 4.7 1.3 6.0
Private Nonprofit and Qualified Public Educational Facilities 2.8 0.8 3.6
Private Nonprofit Hospitals 1.9 0.5 2.4
Ministers Housing Allowance Exclusion 0.7 — 0.7

Source: Joint Committee on Taxation, Estimates of Federal Tax Expenditures, FY2018-FY2022, JCX-81-18,
October 4, 2018.

Tax expenditures for the charitable
deductions have recently declined. For Figure 2. Charitable Deduction Tax
FY2019, it is estimated that the charitable Expenditures, FY2008- FY2022
deduction will be associated with $45.1
billion in forgone revenue (see Figure 2

)24 $80 Billions B Individual = Corporate

This is down from the estimated $61.0 billion

in forgone revenue for FY2017, and $58.1 560 1
billion for FY2018.° The decline in the o0
charitable deduction tax expenditure is the

result of (1) fewer taxpayers itemizing 620 |
deductions following the 2017 tax revision

(P.L. 115-97); and (2) lower tax rates ¢ |

following the 2017 tax revision $ OO DD G0N DO 0N
: O D DTS
BT PSS

Most of the forgone revenue associated with
the charitable deduction is from individual Source: Joint Committee on Taxation.

Notes: All tax expenditure estimates are projections.

24 Tax expenditure estimates are projections for each fiscal year, as published in JCT’s annual tax expenditure
publication. These annual publications are available at https://www.jct.gov/publications.html?func=select&id=5. Tax
expenditure estimates are forgone revenue associated with a tax provision, and may be viewed as the budgetary cost of
the provision.

% FY2018 includes the end of calendar year 2017. Thus, changes in the value of the charitable deduction tax
expenditure resulting from the 2017 tax revision (TCJA) are not fully realized until FY2019.
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giving, as opposed to corporate giving. The charitable deduction does not reflect forgone revenue
associated with giving from bequests (which is discussed further below).

There are also revenue effects associated with allowing nonprofit educational institutions and
hospitals to issue tax-exempt bonds, and for the provision exempting the housing allowance of
ministers from tax. Tax expenditures for charities in FY2019 are reported in Table 2.

The Tax Treatment of Investment Income

For charities, most investment income is exempt from tax (there is a tax on the investment
income of certain endowments, which is discussed below). The JCT does not consider the
exemption of charities’ investment income from tax a tax expenditure, and thus does not provide
an estimate of the forgone revenue associated with this tax treatment.

Data from IRS Form 990 informational returns can be used to understand the magnitude of
501(c)(3)s’ exemption for investment income. In 2015, charities had $32.6 billion in investment
income, $35.8 billion in net capital gains (mostly from the sale of securities), $4.0 billion in net
rental income, and $3.9 billion in royalties.?® If this income had been subject to a 35% income tax
(the corporate income tax rate in 2015), $26.7 billion in revenue would have been raised.?” This
number does not include religious organizations.?®

IRS data for 2015 reported assets of $3.8 trillion held by charities, with about $1 trillion of that
amount in land, buildings, and equipment.?® Private foundations had $0.8 trillion in assets, with
$0.7 trillion in investment assets.* A significant share of investment assets held in charities is
held in university endowments, with an estimated value of $0.6 trillion in FY2018.3! Assets do
not include assets of nonreporting religious organizations.

% See IRS, Statistics of Income Tax Stats—Charities & Other Tax-Exempt Organization Statistics, Form 990—Balance
Sheet and Income Statement Items for 501(c)(3) Organizations, at https://www.irs.gov/statistics/soi-tax-stats-charities-
and-other-tax-exempt-organizations-statistics.

27 Looking at other types of tax-exempt organizations (those exempt from tax under IRC §8501(c)(4) through
501(c)(9)), investment income was $11.3 billion, net capital gains were $5.5 billion, royalties $1.9 billion, and net
rental income $0.5 billion. If this income had been taxed at a rate of 35%, an additional $6.7 billion would have been
raised in tax revenue. See IRS, Statistics of Income Tax Stats—Charities & Other Tax-Exempt Organization Statistics,
Form 990—Balance Sheet and Income Statement Items for 501(c)(3) Through 501(c)(9) Organizations, at
https://www.irs.gov/statistics/soi-tax-stats-charities-and-other-tax-exempt-organizations-statistics. More revenue would
have been raised had this investment income been subject to the top individual income tax rate of 39.6% in 2015. Less
revenue would be raised if the tax rate were lower, like the 21% corporate tax rate that applied in 2018.

28 One estimate suggests that religious organizations have a substantial benefit from tax exemption, at $35.3 billion in
2012. Ryan T. Cragun et al. “How Secular Humanists (and Everyone Else) Subsidize Religion in the United States,”
Free Inquiry, June/July 2012, pp. 39-46, at https://www.ryantcragun.com/how-secular-humanists-and-everyone-else-
subsidize-religion-in-the-united-states/.

2 Internal Revenue Service, Statistics of Income Tax Stats—Charities & Other Tax-Exempt Organizations Statistics,
Form 990 Balance Sheet and Income Statement, Table 1, at https://www.irs.gov/statistics/soi-tax-stats-charities-and-
other-tax-exempt-organizations-statistics.

30 Internal Revenue Service, Statistics of Income Tax Stats—Charities & Other Tax-Exempt Organizations Statistics,
Domestic Private Foundations, Table 1, at https://www.irs.gov/statistics/soi-tax-stats-domestic-private-foundation-and-
charitable-trust-statistics.

31 National Association of College and University Business Officers (NACUBO), 2018 NACUBO-TIAA Study of

Endowments, Number of U.S. Institutional Respondents to the 2018 NTSE and Respondents’ Total Endowment Market
Value, by Endowment Size and Institution Type, at https://www.nacubo.org/Research/2019/Public-NTSE-Tables.
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Private Foundations

Most private foundations differ from operating charities in that they often have a single donor or
small group of donors. In addition, while a gift to a foundation is deductible for income (and
estate and gift) tax purposes, the donated funds are not immediately used for active charitable
purposes. Rather, funds are invested and donations are often made to charitable organizations
from earnings that may allow the corpus of the foundation to be maintained and grow.
Contributions to foundations benefit from both the charitable deduction, when the contribution is
made, as well as the exemption on investment earnings, as earnings accrue on invested
contributions over time.

To address concerns that foundations could retain earnings and grow indefinitely, and because
foundations are often closely tied to a family or specific group of donors, tax laws require a
minimum payout rate (5% of assets) and restrict activities that may benefit donors. The tax code
imposes taxes and/or penalties for self-dealing, for failure to distribute income on excess business
holdings, for investments that jeopardize the charitable purposes, and for taxable expenditures
(such as lobbying or making open-ended grants to institutions other than charities).

Private foundations are subject to a 2% excise tax on their net investment income.*> However, the
rate is reduced to 1% if qualifying charitable distributions are increased.® In FY2017, excise
taxes on private foundations generated $643.6 million in revenue.**

Donor-Advised Funds (DAFs) and Supporting Organizations

Donor-advised funds (DAFs) allow individuals to make a gift to a fund in a sponsoring
organization. Sponsoring organizations are charities that are allowed to receive tax-deductible
donations. The gift is irrevocable, as in the case of a gift to a foundation or any other charity. The
donor does not legally oversee the payment of grants to charities from the fund, which is
determined by the sponsoring organizations. Donors make recommendations for grants (hence
donor advised), and there is general agreement that these recommendations determine, with few
exceptions, the contributions.®® DAFs, like private foundations, can accumulate assets and earn a
return tax free, but they are not subject to many of the restrictions on foundations, including the
minimum payout rate.

These funds have been growing rapidly, in part through funds set up by major financial
institutions.*® According to the National Philanthropic Trust, in 2017 there were 463,622
individual DAFSs, with contributions of $29.2 billion, assets of $110.0 billion, and recommended
grants of $19.1 billion. The DAFs were managed by 53 national charities, 604 community
foundations, and 345 single-issue charities.®” In 2018, more than 200,000 donors had accounts at
Fidelity Charity, with grants of over $5.2 billion.*®

32 Certain operating foundations are exempt from the tax.

33 Specifically, to qualify for the reduced excise tax rate, a foundation must pay out (1) an amount equal to its assets
times the average payout rate during the base period (usually the past five years), plus (2) 1% of net investment income.

34 See IRS, Statistics of Income Tax Stats, Historical Table 20, at https://www.irs.gov/statistics/soi-tax-stats-historical-
table-20.

35 See CRS Report R42595, An Analysis of Charitable Giving and Donor Advised Funds, by Molly F. Sherlock and
Jane G. Gravelle, for an analysis of some of the issues surrounding DAFs.

3 |arge donor-advised fund sponsors include Fidelity Charitable, Vanguard Charitable, and Schwab Charitable.
37 National Philanthropic Trust, The 2018 DAF Report, at https://www.nptrust.org/reports/daf-report/.
38 Fidelity Charitable, 2019 Giving Report, at https://www.fidelitycharitable.org/giving-report/2019/overview.shtml.
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Supporting organizations are organized for the benefit of public charities, and they provide grants
to these charities. There are several types of supporting organizations (DAFs are themselves
supporting organizations). Type I and Type Il organizations support a single charity and are
supervised or controlled by the supported charity (with Type I similar to a parent-subsidiary
relationship and Type Il similar to a brother-sister relationship). A Type III organization supports
more than one charity and falls into the category of a functionally integrated supporting
organization, or FISO (either through performing certain activities directly or exercising
governance and direction) and nonfunctionally integrated (non-FISO). A Type III non-FISO has a
number of additional restrictions, including a requirement to distribute the greater of 85% of net
income or 3.5% of nonexempt-use assets.>®

College and University Endowments

A college or university endowment fund—often referred to simply as an endowment—is an
investment fund maintained for the benefit of the educational institution. University endowments
have been the subject of some scrutiny, in part because of the juxtaposition of growing
endowment sizes with increasing tuition at private universities.*° The 2017 tax revision, P.L. 115-
97, added a 1.4% excise tax on net investment income of nonprofit colleges and universities with
assets of at least $500,000 per full-time student and more than 500 full-time students. The
revenue gain was projected to be $0.2 billion per year.**

Tax-Exempt Hospitals

For private nonprofit hospitals to be eligible for tax-exempt status, to be able to receive tax-
deductible charitable contributions, and to be eligible for tax-exempt bond financing, they must
meet a community benefit standard. Health care is not by itself a stated objective in the tax
provisions determining charitable (501(c)(3)) status. Generally, the community benefit standard
requires the hospital to show that it has provided benefits that promote the health of a broad class
of persons in the community. One way hospitals may demonstrate that they have met the
community benefit standard is by providing charity care (free or discounted services to charity
patients). Other types of community benefit include participation in means-tested programs such
as Medicaid; providing health professions education, conducting health services research,
providing subsidized health services, funding community health improvement, and donating cash
or in-kind contributions to other health-related community groups.*? Community-building
activities (such as for housing and the environment) may qualify if a link to community health
can be shown. The IRS does not count shortfalls associated with Medicare or bad debts from
those not qualifying for charity care as part of the community benefit standard.

The Patient Protection and Affordable Care Act (PPACA; P.L. 111-148) added additional
requirements for 501(c)(3) tax-exempt hospitals. Specifically, 501(r) requires these hospitals to
conduct community health needs assessments, establishing a written financial assistance policy,
limit charges to financial-assistance-eligible patients to amounts billed to insured patients, and not

39 Restrictions on Type |11 supporting organizations were adopted in the Pension Protection Act of 2006 (P.L. 109-280).

40 See CRS Report R44293, College and University Endowments: Overview and Tax Policy Options, by Molly F.
Sherlock et al., for a further discussion.

41 Joint Committee on Taxation, Estimated Budget Effects of the Conference Agreement for H.R. 1, The “Tax Cuts and
Jobs Act,” JCX-67-17, December 18, 2017, at https://www.jct.gov/publications.html?func=startdown&id=5053.

42 See IRS Revenue Ruling 69-54